How does the adoption of cloud computing by a firm impact the organizational structure of its IT department? To analyze this question we consider an IT department that procures IT services from a cloud computing vendor and enhances these services for consuming units within the firm. The model incorporates the competitive environment faced by the cloud vendor, which affects the price and quality of the cloud vendor. We find that when the cloud vendor faces intense competition, the cost-center model is preferred over the profit-center model. Infrastructure services such as basic storage, email or raw computing face intense competition and our results suggest that such services be offered as a free corporate resource under the cost-center. When the cloud vendor has pricing power, a profit-center organizational structure is likely to be preferred. Our results suggest that highly differentiated services such as cloud-based enterprise ERP or Business Intelligence (BI) be offered under the profit-center structure. Additionally, the profit-center structure provides greater internal quality enhancement to cloudbased IT services than the cost-center.
